Running Head: BUSINESS ANALYSIS 
BUSINESS ANALYSIS                                                                                                                  4








TAXATION AND SPENDING IMPACT ON PUBLIC POLICY
Name of student
Name of tutor
The institution of affiliation
Date






There has always been a connection between taxation, spending patterns and public policies. The budgetary process within committees of the United States Congress can give one a glimpse of discussions and debates about who gets what and how. The bicameral nature of the United States Congress indicates the fact that public policies are instilled through discussions and debates, first at the committee level and then to the House or Senate for voting. In this case, each policy in the United States has to go through this process before being voted upon. The difference in opinions between the Republicans and Democrats and they're independent of issues may also explain the deep connections and relations between taxation, spending and the resulting public policies.
Externalities 
Externalities may be positive or negative and are often used as an example of where a system of government interference in the economy can do good. They can be positive or negative. In all cases, externalities are positive or negative effects that are not captured by the normal price mechanism of a market economy. For example, companies that cause pollution do not pay extra dollars for the damage they cause to the environment. In the same scenario, companies that work in their yard and beautify their environment may increase property values for others with no direct compensation back to them. Another externality is taxing pollution as a result of the consumption of alcohol and smoking cigarettes (Alesina, & Ardagna, 2010).). 
Taxation and subsidy is one way in which the government can deal with externalities. Taxation can be used to impose costs on negative externalities with the aim of reducing the occurrence or using the proceeds of the tax to remediate the damage done. On the other hand, the subsidy can encourage positive externalities to continue and expand. Externalities are, however, not the only reason a government imposes taxes on its citizens. Taxes fund different government operations including the provision of common services (defense services, courts, roads, etc.); payments aimed at stabilizing the country's economy (unemployment insurance and earned income credits) and also reducing poverty (Auerbach, Chetty, Feldstein, & Saez, 2013). 
Implications of Taxation and Government Spending
Fiscal policy is a government policy whose main pillars are government spending and taxation. This policy can be aimed at growing the economy and increasing employment opportunities (expansionary) or aimed at slowing the growth of the economy (contractionary). Expansionary fiscal policy mainly features increased spending by the government or decreases in the tax rates. Contractionary policy features lower government spending and higher tax rates. Government economic actions can have various consequences (Burstein, & Linton, 2002).). For example, when governments increase their spending, crowding out can occur. This implies that government spending reduces available funds and increases the cost of capital, leading to many businesses abandoning their expansion projects. Likewise, when the government spends more than receipts, there is a need to borrow to finance this deficit, crowding out can therefore occur. Tariffs are levies that are charged by a government on goods imported in a country. Tariffs are a type of tax, but economists observe that there is the deadweight loss here also- consumers pay more and consume less, and hence lose some of their consumer surplus in the process. Moreover, domestic producers increase their output. 
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